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♦ 
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^ Washington, D.C. 20202 % * 

Dear Mr. Secretary:' 

Sffr 31 '"Tmi ' the six-month Berfod enSin| 

• otil'?fi'i/°.''''^'''^u- ^°^king with you -!and other Departmental 

fraud and abuse, i appreciate your continuing support. 

^ Sincerely, 




is B. Thomas, Jr. 
feting Inspector General* 




. ' EXECUTIVE SUMMARY " t 

C This.ns th^ second semi-annual report issued by the Department 
«of Education (ED)', Office bf Inspector/General (OIG)." The 
report summarizes, the .activities ' and acdomplishments of the 
OIG for the per iod^/october 1, is'^o through March. 31, 1981. 
^The report .was- , prepared pursuant to the provisions of .the 

^ Inspector General- Act .of 1978. Specific reporting. 

' requirements of the Act, . and .the location in the report where 
these matters are addressed, are Shown in Appendix 1. High- 
lights of our activities and.' accomplishments for this 
reporting period follow. , • * 

. Audit Activity -we have issued or. processed a\otal of 2,761 
aujit reports during this/period whi6h questioned costs- 

• totalling- about $30 million • and recommended numerous improve- 
ments in operations. '/The -dumber of reports issued or 
processed increased" by 61 percent over the* previous period and 
is indicative^ of a- trend which is expected to cotitinue. 'Our- 
accomplishments also included resolutipn and c/losure of 1,061 
audit reports. . Of these 442^,had monetary"^indings which have 
or will result in recoveries *or Savings of about'-$8.8 million. 
During thia pericd, we' also initiated a number of important 

•internal au&its. on DepartmWal prbgrams and activities and 
issued a , ma jbrf internal audit report on the • Department • s 

control o.^irer, payments. . •" . ' .> . 

R-esults bf some of thd'-more significant- audits completed this ' 
perio'd follow: ' . ' ' '* 



o $1<2.3 million in Title I funds was improperly used 
by one State to' provide general aid Vo.- education 
ra'ther ' than using the funds ,to. meet the special 
heeds of* educationally deprived children. A refund 
of $12,3 million to ED was recommended, 

o million in Title I funds was improperly 'claimed 

by one State because- of significant inaccuracies m. 
the State's financial status reports "^supporting, the 
claim. Repayment of $1.1 million tq ED \j?«as recom- 
^mended. ^ ^ ^ ^ 

o $841,000 in overpayments, occurred^ in one State 
because reimbursement rates used ^y. the ^State for 
vocational rehabilitation services were'- not based 
on reasonable cdst principles. The^^iiditors recom-' 
mended a financial adjustment of $841), 000 afid proce- 
dural changes in the S^tate's reimbursement .methods . 

o $2.1 million in Title I -funds was improperly used by 
one State to, fund a kindergarten construction, 
proi^ect which was designed to meet the general needs 
/ of the public education system rather tfian- meeting 

the needs of edugationally 'deprived 'children* 
Repayment of $2*1 million to ^D was recommended; 

o- An internal^ audit on, controls over payments 
disclosed .significant internal' control weaknesses 
• ' which resulted in overpayments to grantees^ loss of 
• control over appropriation balances and increased 
susceptibility of the s^ystem to f raud|J^nd)»abuse. * ED 
.officials generally agreed with our findings and 
either a'ccepted our rec6mmendations ^ or ^proposed 
alternate actions which satisf-ied the^intent of thej 
, recommendations. \ • • . ^ 

A. s-ignificant problem reported in the previous -semi-annual 

report, and again^ in this one, relates to unresolve<l ^udit 

reports. The number of these repotts continues to increase 

. ^t, * I, 

dramatically, arid 'includes o'utstanding ^ questioned ,^cpsts ,of 

... • . • ' , ^ * 

about $68 million.. The OIG is'^ working closely'^with ED 

officials on this problem and is developing a |o'rmal audit 

rg^golution system. In addieMh, the* Secretary has designated 

'^^l'- ■ ' ' ' V ' ^ ' • • • ^ * 

the 'under Secretary to serve^'as th^ Department . focal pbint 
ill assuri-ng >that^ recommendations coatgined in ^Inspector 



General and U.S. General Accounting Office audit reports are., 
fpllqwed up and resolved in a timely manner. These actions 
'wi^ll- serve to improve t(€S>^epartment 's posture in this area. 

Increased emphasios a.t all level,s of Government on" the problems 
of fraud, waste and mismanagement in Federal programs . and 
operations has genera-ted many new initiatives which will ' 
affe©t, OIG operations. These initiatives discussed on page 
22, will Play an important role in the course and direction of 

- our efforts in the coming months. We have initiated audits to- 
meet several .of these requirements, and have intensified ou°r 
efforts to fully implement the requirements of Attachment P to 
Office of Management and Budget Circular A-102, Uniform' 

. Administrative Pequiremej?ts for Grants-in-Aid to State and 
.Local Governments. ' * ' ^ ' 

• Details' of our audit activity fte contained in Section I which. 

begins on page .1. Appendix, 3 contains a listing jof, audit 
• reports completed' by Federal auditors during this period. - 

Investig ation Activity - During this period, we opened 220 new 
-cases an,d closed a total^ of 124,- leaving a total of 249 cases 
t>il)din'g as of March '31., 1981, This jcortpil^^ with 153 .pendirx^ " 
cfses at the- close of "the previous reporting period. During 
.the- rep6r ting period, ten of the cases. which had been referred 
were .accepted for prosecution by U.S. Attorneys;- 22 of the 
gases . wHich had been referred were declined,. Investigatipn 
activities culminated in five indidtments' and 12 con'victiong^ 
fluring ,the. six month period. In addition, administ;rative . 



actions wer'e recommSTTaipd in several cas^\ Results of ou;: 
investigative activities • include: 

o A twe|it^y count indictment against an indiv-idu&l for. 
committing fraud in the Guaranteed Student Loan pro- 
gram, • ' * 

o . An indictment: against. an , individual for 
embezzlement in connection With the National, Direct 
Student Loan programs * ♦ 

^ o Acceptance by the U.S. -Attorney of a case involving 
^ u'sfe of fictitious names and social security numbers 

by an individual to obt^n Federal grants and loans. 



Administrative' action taken against an employee who 
falsified * travel reimbursement claims . 

Departmental managers discharged the eifiployee anc^ 
tightened reimbursement procedures as a direct 
result* of the invest igatiofn; ' . e 

; ' 

o A 27 -count indictment was returned against .a'. 

financial organization which usefd non-exiStent' 

Guaranteed Student ^ Loan' promissory . notes as 

collateral for multimillion dollar loans. • 

« 

' o A cooperative investigation by the OIG and another 
Federal investigation agency uncovel^ed a kickback 
: scheme by a school official who demanded 1.0 ^percent 
of the .Guaranteed Student Loan monies a student 
^ received^ 

Efforts were intensified in this period to expand OIG's proac- 
tive investigatory rol6 in an'4^ffort to seek- out and prevent 
fraud-k Details regarding our inve$t,igation * activity are 
presented in Sec^tibn JI which begins on page 29. 

Fraud Cbiftrol Activity - The OIG ,has begUn tl^e important tasl< 
-oi' assessing the vulnerability of thg Department '.s programs 

and^ ac^tivities to fraud and abuse,, and has selected the 

student Financial -Aid programs as its ' f irst^. project. 
Additionally, emphasis and attention has been directed at' 

increasing employees* awareness to -potential fVaud and abuse 



in the ^department's ac|tivities -and programs. A pamphlet 
desc^ibijftig tlie ^operations an*d mission ^6f the OIG 'Has been 
issued to. all ED employees as part of this effort. As of 
March ^1, 19ai ,a total of 80 complaints had been - received by 
\he complaint center'. Of the 80 complaints received^ 43 were 
handled by £h^ OIG and the remaining 37 were referred to 
program offices for action. A. detailed discussion of our 
fraud control' activities is contained in' Section III' which 
begins on page 39. . ^' . ' • 



\ 



Some of the otl]er matters addressed in the report i^iclude 

'•/'■' 

cgordination of. U.S. General Accoynting Office reports 

relating to ED programs and operati\|ns^" review of legislation^ 

'■ . ■ ' ' ' ' f ' 

^nd regulations, the statua of subpoenas issued by the OIG, 

\, ^ ... . ^ ' - ^ 

and our participation in,an Office of Personnel^anagement 
review of the Department^ * Details of other matters are 



discussed in Section IV which, bdg:|.ns on bage 43. 

; . ■ ■ • ■• ' : , ■ V' •,, ■ . 

While much remains to be accomplished, our efforts "^lo date axe 
encouraging and "are beginning to result in subst^^nt^ive 
improvemefit in the audit knd investigative coverage being pro- 
vided to the Department.'^ ' ^ * ^ 



\ 
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. • ■ , SECTION I '* ' • . 

.' ' * . ' ■ ' *■ 

AUDIT ACTIVITIE S ' . 

> ^ ~" ; . • . • . ^ 

^A. INTRODUCTION ^'^ , • ' . ; 

^ -'^is section of the report 3umntarizes our audit activities for* 
the 'six month period, ending MarcS 31, 1981? This ^secti'on 
includes summary statistics oh audits issuid. or processed and 
costs . questioned^ highligh\s Df significant findings and 
recommendation^, data on the status of unresolved vaud(its, and 
updates pn the status of significant recbmmendations included 
in the prev^ious semi-annual, report, *A discussion on * the 
impact of Congressional *and 6f f Jfce 6f) Management and B^udge^ 
initiatives on» our operations is also included, ^udit reports 
comple'ted by F.ederal auditors during the period are listed. in 
Appendix 3. ■ ^ ' 

" . ' ' ... ' " 

B. ACdOMPLlSHM'ENTS * / / 

- During the six month period ending March 31, 1981 a total of 

2/761 audit reports were is^ed or processed. Audits issued \ 

' \ . ' ' ^ 

are those completed by our\audit staff. Audi^ts processed are 

< 

those • completed by other E^^Jeral auditors, Stabe^ and other 
non-Federal ^ auditors, ^nd \lndependent Public Accountants. t 



Audits performed by thd latter .groups are accepted and 
processed by our 'auditors on behalf of the Departments. Total 
questioned costs m reports issU^(3 or processed amounted to j ^ 
about $30j^million, and represent F^^erai .funds which .were not 
spent compliance with legai requVements or <%he terms of ; • ♦ • 

\ 

\ , - 



.grant- or • contract, provisions. The reports; also included 
recommendations directed toward compliance with Federal grant 
requirements r and management improvements naeded to yinsur-e 
that activities or operations under- rev^iew were bein.g' 
efficiently and economically adm.inistered . The number jaf 
reports issued or processed during thi^ period increas'ed by 
1,043, a 6.1 percent' increase over' the' previous reporting 
period. The following schedule shows the source of the audits 
and the number .of reports. ^ ' 



SOURCE -OF AUDITS ISSUED' OR PROCESSED^ ] 
October 1, 1980 through March 31, 1981 



' Source of Audits • 

Federal Auditors 

State and Othgr 
Non- Federal .Auditors 

> .Independent Public 
Accountants 

Total Audits 
Issued/Processed 



Reports With Reports Without Total* Reports 
Foi'ndinqs ' Findings issued/PrOcessec 



79,. 

92 
1/860 
2,g31 



.-54 
43 

730 



133 



135' 



. ?r493 



The following is a schedule of costs quest^i^n^d in the '2,^^31 
.reports 'Which had finding^. The information is listed by 
major operating • components within ED. 





SCHEDULE OF AUDITS ISSUED OR ' PROCEaSED ' AND 

•. COSTS QOESTI'ONED"BY OPERATING COMPO NENT ' 

OPERATING • \ , , NO'. OP REPORTS . COSTS 

COMPONENT ; ^- , ISSUED/PROCESSED QUESTIONED ' 

Of f ice^ of P ostsedfDndary ^ , ^ 

AEaucation - - - ^rrgr^T"^ T^nTssX^ 

: Of f ice ^of Procurement 

and Assistance • . , • , ' • 
Management - * • « 78' ^ ' * 

Officet^of ^einenbary 
and Secondary— . . - 

Education' ' ^ 9 . ' . ' 15, 628, 100 

Office of Special • . . ^ ^ 
Education and '7 ; ' * 

Rehabilitati\^e Services ' 9 * '1 689 7nn 

Office of ^i^ccftional • . : ^roo^^^/uu 

and Adult, ^d"i aation ' ^ 1> ' } ^0- 

^Office of Educational » ' . 

♦ Research alidy, • * , ' / 

"■"Tniiprovement • 20 



637,700 



338,800 



, • ' 2,031 , ' ^ . $29,-952,600 ' 

' . . * - ' 

Reports issued -or processed during this period, include: 
.mancial' • . and .compliance. . audits, of- gran^^ operations; 
^economy, §f f iciency^..,. and . effectiveness reviews • of, 
.5^^par title ntal programs and .operations;, an(3 "cbo'tract , audits:^ 
Management action taken dn. questioned costs "is discsussed undeTf 
the audit- resolution ^sectlori, j/aq'e*'l3. ^ ^"^-^^-^^ 

r' ♦ • '1 

Most of the audit r,epo*ts issued or processed during this < 
period involved financiral and" compliance ' reviews" of Stualrft. 
Financial As-sistance program^ administered by .tlie Office . of 
PostsecondarSr- ■^Educat.idf)-. Audi'ts' required- by_ Department 
regulaj^ions wer^e;"s.p,6rfor'med primarily by. .'independent,. Pul5j,i.G>^J 
Accountants.,, arra :^epresent - 90 percent' of the audit repb^rts. . 
.issued or "prbcessed in- the last, six months. • ) 



Audits by In^dependent » Public Accountants are performed in 
accorddnc^ with gui'delines established by the OIG.' These 
reports are reviewed , approved , and accepted on behalf of the' 
Department by our Regional. Audit* Of^lilfees prior to release to* 
ensure they meet OIG repoirting standards and criteria.' 
Quality assurance reviews are also performed by OIG auditors 
on the actual* audit work performed by the public accountants-. 

y ' * ' • . - 

> • ' t 

TTiese .reviews are performed on appi^imately 5 percent ,of all 

audits performed by public accountants' to ensure that^ thp 
... , . & \ 

audit work meets auditing standards established by the 

^ ■. . . • > 

Comptroller General. / ' ^ ' 

The remaining 10 percent, of the aqdits were performed bV the 
GIG staff r other Federal auditors (on a» reimbursable basis) ^ 
or state and other nol^-Federal auditors. In general, audits 

4 

' perform(5d' by the OIG staff represented inr-depth internal- and 
external reviews of ED's programs and operations - at the 
Federal, State and local. levels. 

C . ^highlights' of .significant AUDITS \ " , ' - 

Auc^it reports cover^ a wide rangfei of ' activities involving^ 
thousands of diverse, geogra]^hically di^persed^ entities. 
These entities include . State and local governments, 
educational', institutions , non-profit organizations, . and 
Departmental headquarters and field installations. Some, of 
the more significant audit findings disclosed by these reviews 
are highlighted below. 



^\ student Financial Assistance 

• student Financial Assistance programs are administered by the 
Office of Postsecondary Education and^ provide financial aid to 
individuals to obtain education or training beyond the' high 
■s<3h-o~olTlwel-. Financial a rd- t^ students . amounts i:o abdut^ $5.-2 
billion annuaMy' in grants, loans or earnings through work 
Study programs^ ^ ' - ^ 

During the six month period covered by this report,^ the OIG 
iss,ued or processed 1,914 reports that identified deficiencies 
in the administration of th-e Student Financial Assistance 
programs at educational institutions. Total costs questioned 
in these reports amounted to ^proximately $11.7 million. 

^' College Work Study and National Direct Student Loan 
Funds of .$'960,000 Misused. 

An audit of a universifi^^ disclosed that College Work Study 

funds of $675*^000 were paid to ineligible students and .that* 

combined College Work Study and National Direct Studentr Loan 

funds of $285,000 were' used improperly by the university for 

IS ■> 
general operating purposes. * The auditors" recommended' that- the 

university reimbur'se ED for the $960,000 improperly used. 

• ■ ■ ■ 

t^atiohal Direct Student Loan Funds of About $381,000 

* ■ " 

Overdrawn 

Audits at two colleges disclosed that the institutions had 
•drawn funds in excess of, their requirements for the National 



Direct S ibdent Loan program and had improperly used the fun|3s 
for curirent operations or to'' invest irt certificates of\ 
deposit. The auditors rec.onunended. that the colleges- repay^the 
National Direct Student Loan accoup^ $247,700 and $133, 20p 
respectively. , ' ' 



2. Vocational Rehabilitation 

The Vocational Rehabilitation progtam is administered at the 
Federal level by the Of f'ice of Special • EducatioTi and 
Rehabilitative Services. The program, provides assistance to 
States for* rehabilitating' and preparing physically or mentally 
hjandicapped. persons for gainful employment. States receive 
grants to help meet the cost;of providing vpcational rehabili- 
tation services such as .job. counseling r"l>hysical restoration 



services r train'irtg^ and job placement. Th^ Department provides 
about $983 million annually ^ in support of State Vocational 
Rehabilitation* 'programs. 

During the last six months, ..the OIG issued, or processed nine 
reports on the VocationalRehabilitation program. Total costs 
questioned in these report^ amounted to approximately $1.7 
million. ^ 

> a. Failure to Use ReasQ^ble Cost Princit^les Resulted 
in Federal Overpayments in Excess of $841^000." 

In one State, ' an audit disclosed that the . method used to 
reimburse sheltered worki^hc^ps for vocationjal rehabilitation 



' serVic.es resulted ?ln- overpayi^.ents of $841,000. This occurred 
because reimbursement rates were not based on reasonable cost* 
principles as required Ijy Pe.deral and S€ate. guidelines. The 
auditorsVrecommend'ed a financial adjustment of $841,OOo' as 
well a's procedural ch.anges in the State's reimbursement method 
to-preclude future overpayments.. 

* ■ 'gavings-- of $100.000 per Year Possible'' Through 

, • rmproved" Procurement Pract ices 

■^^ . • . X. <. . 

The audit "discussed above also disclosed that . improved 
procurement practices for, purchase of prosthetic devices -fbr 
vocational rehabilitation clients could. save over $100,000 per^' 
year in, program costs. The prograjn was paying about 26 ' 
percent more • for ' prosthetic ser-vices than --vendors, were 
accepting -under the "Medicaid program,^ ^ ' Auditors recommended 
changes in the State's procurement process to achieve future 
cost savings,, * ♦ _ . - 

c. $750,000- in Overcharge of Indirect Co&ts. 

Auditors determined that over $750 ,VoOL was improperly claimed ' 
for salaries of personnel who performed " services not diiTect^ly 
related to the*Vocati6hal Rehabirlitation program. . Program 
of ficials have cOntJurred' in a nj^tQtiated recovery of $532,000. 



3. ' Elementary and Secondary Education ' 

Title I of th^ Elementary an^ Secon<3ar'y Ediica€ion , Act (as 
amended) authorizes Federal financial assist^nc.e for ^plaliniog 
and operating special education programs for educationally 
deprived children in areas with .high concentrations *of 
children from low income families. The Department spends 
about $4 billion ^annually to ' provide Title I services to 

approximately 6^ million public school students,.- Title I funds 

< 

are used to supplemen't other programs and are ,not intended to 
provide g~e;ieral-,ald.,to education. ' - . „ ' 

During the period October 1, 1980 to March 31, 1981, 9 Reports 
were issued or processed by the OIG. The audit irepbrts 
questioned costs totalling appros^imately $15.6 millic5n.| Costs 
questioned were attributable to major deficiencies in the 
administration of Title I programs by various States . 

" . ' * ' *\ ^ \ " ' , ' ' • V ^ ■ / ' " " 

a. Improper Use of $12.3 Million to Fund General Aid to 

i ' Education ; . • 

An audit, in pnfe State disclosed that $12.3 rtiillion in Title I 
fundfe w^^^<4^^oP®^^y ^sed to^rpvide general aid- to educatipn; 
rather tha*h ^:meet the spe^cial needs qf those" educationally 
deprived' childrlep identified as most in nee<i of special 
assistance- Specifically, the auditors noted that the State: 

o ' Selected, attendance areas for Title I projects whi-c^* 
'were bas^d on poverty, levels rather than oh the 
^ > . level , of educational deprivation; 



Had not specif ied^ criteria to be used by schools for 
the selection of Title 1 participants as reqifired; 

Designed Title I projects to meet the needs of all 
students rather - than meeting the special 
educational needs ,of educationally* deprived 
children identified most in need of special 
assistance. 



The auditors recommended that^ the ■ State repay $12.3 million 
and strengthen its procedures for the review of Title I appli- 
cations and activities to assure future projects meet the 
Title I requirements.'- ^ 

\ 

' ^* • $2.1 Mil lion Improperly Used to Fund Kindergarten 
Construction Project 

Another audit disclosed that $2.1 million in Title I funds 
were improperly used^by'^the State i to fund a kindergarten 
construction project. The auditors found that, contrary .to 
Federal regQlation,s„ the project proposal lacked sufficient 
information and"documentation to: « . ' 

' ^ , * 

o. Identify th^^ special educational \eei^s of children 
to tje served; J^"' 
»*,•-.. 
o„ . Shoj/ how ther educationally deprived children in the' 
. pro}ect,,were to ,be identified; and ' . ' ' 

o ^ecify the criteria, by which educaCii^nally 
depriyed children we rp to be selected to receive 
Title. I. Services. ' • « * >. 

The- auditors concluded that the State had initj:^it*if, .reviewed 

and approved a project proposal designed to me.et th^ general 

n«eeds of its public education system by providing kindergarten 

• ♦ I, 

equipment and *- classrooms to scnools that lacked these 
services. The State maintained that the construction project 



was' allowable since Tdtle I funds .can' be used for general 

upgrsiding of the school system. 

\ 1 ^ - ' ' 

The auditors jregommended that the State repay $2.1 million 'to 
EJD and ^establish controls to assure ''that future Title L 
applications contain documentation demonstrating compliance 
with Federal regulations^ ' ^ 

..'C* Federal Share of Costg^ Overstated by $1,1 Million 

An audit in one State disclosed significant inaccuracies in 
the State's Title I financial status report pertaining to the 
Federal share of Title I outlays^ for one fiscal year. The 

4 

auditors found that the Federal share of the State's Title I 
costs, were overstated by $1.1 million/ ^ Overstatements were 
attributable to: . 

o duplicate billings, ' • . 

o unallowable reserve for ^ contingencies, 

-o ufnpaid obligations that 'Were overstated, 

o salary charges that should ^ave been paid from the 
. state's own funds/ 

• * 

o charges not. reduced to offset credits, and • ^ 
%o overstateirfent of indirect costs. 
The audii^ors recommended that the' Sta^e repay $1^1 million to 
ED and make procedural, changes^ ^to" improve the State's 
financial actfounting system. ^ 



• Contracts and •Discretiona ry Granfes ' ' . ' ' ' 

~' ' ' — . 

• ,■ »•«... 

ED annually awards appr'oximatBjL'y 11,80.0 ,discretiO-nary grants 

" and 1,300 contracts- totalling abodtr $1.3 billion. The awards. 

- , - • > 

are- ma^e • to • stafee. .and .local governments, educabional 

institutions and -prof it • and non^^rofi-t organizatidhs for a 

variety of educational services';. ''Within the Department, 

^responsibility" '-'fc^r • awarding discretionary grants and 

pontracts rests with the Office of inurement and Assistance 

Management. The OIG provides a variety of 'contract and , grant 

audit services to the Department, including au-dits of cost 

proposals .and contract closing statements. • 

During this reporting pefcidd, OIG-;, issued or processed 78 

contract and . grant . audit reportp^' . that questioned costs 
, amounting to about ' $638 ,000 and Identified potential contract 

cost avoidance of over $2 million. These' a\.di'ts -continue ' to 
-be •effective iij identifying potential waste and abuse-in the 

Department's proc^urement activities.^ " '.. i 

Reports on audits of cost^roposals are advisory, .in- nature. 

However, ^they are extremely important because they serve to ^ 

asgisf th'^Department in final, negotiations w*ith contractors, , 

- byi |;identifYing areas ' for . potential cost r savi<ngs The 

foiaowing is an example of an overstated cost proposal- ' 

' , ' ' ■ •• •■ 
: -^o • A contractor submitted a -proposal of $4.5 million to 
. . provide keypunch services .for the Basic Educational 
- Opportunity Grant program. An audit of- this cost 
propqaar disclosed that ' the' contractor's 'actual 
^CQsts to provide these services would anibunt to only. 



' • . ' - <^ 

.$3,5 mi'],4ion» \ Auditars^.-rpcommended that the $4,5 
miirion'projposBl be reduced by $i*.0 million. * Final 
contract negoi€iations^ were held with the contractor 
'on January 27>/^1981. ^he ^Deipax.jtkerit reduced the 
contractor's *Vro]^osaX by $551, OaO*/'; 

5. Inte rnal Audits ^ - . .... 

Audits of D^artmental Operations continue to.be an OIG^prior- 
ity. The OIG initfiated a 'num&er of . internal .audjLts during 
this period. One of the internal VawJjit reports issued, t 
•"Review of Control over Paymentsl Department qf Education {" 
is described below. . . ^ . . f 




^ review of the Departme^nt ' s ^ji^jrpl'! Qverv $2.,5 billion 6f.^ 
direct -payments tp, contractors ^,,aD<i,\grante?'s' iden^fied 
int^rnal^ control ^eak'jiefes^s that resulted in overpaymeijts to 
grantees/ aoss.'^ofCccmt^dl^ ttvexT- lt>P^'^i^istion balances," dnd 
created a" strong p^teritialL fd# losses ^ue to^'fraud. ^he 
report also identif i^c? W^aknesses^ in thje -automated accounting 
records that contributed^* to. these conditions and discussed the 

^ed for iitrprdved internal .controls \ncluj3ing the separation 

^^ ' ' . I * V t .... , • 

duties in * the payment prqqe^s, in0re, frequent report 
preparation, .and*^ .physical se^fity oyer fis\:al documents and 
negbtiable receipts. , >^ 



^4 



More specifically, the review shpwed[, t^iat the Department d^s ^ 
not* iMpi its computerized accounting system to '^control 
disbursftn but, rather re^ir^s^fl^^^*^ ^^^^f^^^V' mariaat^ 

processes and the - integrity of its employees to assure 

propriety of payments^* It dpes not. rely on ^itaT^kta^^ 

; ^ - • ^ . / ^"^ ' 

system because, adequate controls have radt been established, to 

" ... . • 

^ . ''•',*! ' * • 

' " ... * 

•J . * 

o ' " ^ : . .. ■ 12 ^- \22-- '■• • • • 

.'4 . • ' , I 

; ' «• , % V • . , . . 

^^^^^^^^ ^ . VV 



assure that' all payment transactions are entered. ' For 
example, at'aeast $105 million of payments made in one fiscal 
year J[jad no^ been recorded in the accounting system. ' In 
several cases, payments' had been .entered twice, causing an* 
overstatement of ~ certain accounts. ^ in addition,, wide 
discrepan^ip^. existed between data recorded^ j,n the ED 
automated system and the Treasury^ Department's appropriation 
accounts. For example, in May 1979 one appropriation account 
(based on Treasury records) reflected a $111 million 
overdisbursement while ED*s automated system showed a $1*92 

million cash balance for the same appropriation* The 

* . ' » ' ' • . <^ ^ 

<^ Department adjus^t^d this discrepancy -by properly 

. - u , ' ^ ^ ... 

rea>s^ibutin^ ' th6 difference to other ap^ropria^tions • 

The Actirig Assistant Secretary foir Management cpncurrfd in o\^ 

assessment c^f ^ the Department's ^financial management sys^m, 

... * * 

and. agreed to implemeat either the rjscommendatipnk, or 

«• " ^ ^ 

proposed acceptable alternate actions /Wiich satisified the 

intent of the repommendations, .If properly .implemented,, these 

actibns should coir^rect the deficiencies noted 'in our report. 



D. AUDIT RESOLUTION 



..X 



Our prior' semi-annual report noted 't|i at the Department 15egan 

operations wittj^a significant backlog of unresolved audits and 

. ^ , f . ^ . ^ ^ ' ^ 

that this prol^lem has and will contiTiue to become even greater 

because of new regulations requiring, biennial audits in major^^ 

*ED programs-, .Since then, the* OIG 'has worked closely with ED 

^^managers to resolve this problem. As k first step the IG pro- ' 
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posed that the- Department establish a formal audit resQlution 
..system. . 

This proposal was ap'proved-by the Secretary of Education, *and 
the. Inspector General is currently working ^n the Departmental 
instructions to implement the system. As currently envisioned 
/-the system will: 



o Identify and quickly bring 'to top management's 
attention any major problems* disclosed in audit 
findings; ^ - ^ 

o Establish a process to assure ^ that audit 
recommendations a^e implemented, quickly; and 



o Make managers responsible for implementation' of 
y . ,aii^>it recbnjnjendations. ^ ' - . . * , * 

In addition, .the Secretary has designate<3 tihe Under Secretary- 

to serve as the Department's 'focal point for assuring that 

recommendations contained in Irispector General and "U.S. 

^ General Accounting Office- audit reports are , followed up and' 

resolved in a timely manner. • , 

Congress and the U.S. General accounting Office have recently 
criticized Federal agepcies |or ^their poor per-for-mance in 
resolving audits. * These studies, as well as our own analysis 
of .the problem within EDf. underscbre the .nee<3 for* a strong and 
systematic approach to audirt'''T€^solution. 

- ■ ■■■■■/,, ■ V ' 

During the ^1^ St six months, .a ti>tal of 2,761 audit reports, 

/ ' \ * ' - " ^ V 

' ^ wece issued or- processed ^.^eompared \to 1,718 reports ujv^the 

" • V--- ■ \ ' . ' • 

previous six mpnth period. Of this number, 2,031 required or 
will require corrective action by program .managers. Audit 
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resolution activity^ for the period, by .responsible action 
offices,^ is shown in the following table. ^ ' ^ . 



AUDIT RESOLUTION ACTIVJTY . ' ; 
OCTOBER 1, 1980 to mXrCH 3J, 1981 



Action , 
Office * - 

Postsecondary 

Education 
Procurement 
- and Assistance 

Management / 
Elementary and 

Secondary 

Education 
Special Educa- 
tion and. 

Rehab |JTfeative 

Servita^s 
Vocational and 

Adult Education 
Educational 

Research and 

Improvement ^ 
National, 

Institute of 
. Education 
TOTAL 
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33 
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As shown, the number "df unreso;.ved audits on hand at the 'end 
of this reporting period,^ncreased dramatically — more than 
62 percent over the prior period. Continued growth in the 
number"- of unresolved audits on hand is le^ected to continue 
because of the increasing number of luditsU^ing- issued or 
processed, The signif icancet of the increase compared, to the 



sisi€^s during the previoiis 'seven month period .is reflected in' 
the' following trend chatt. ' . 



' MONTHLY COMPARISON. 
OF AUDITS ISSUED/ PROCESSED vs. AUDITS CLOSED 



4» ' ^ 
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Unless'i:he trend shown abdve ig reversed, the Department 'will 
S^e unable to comply with the recent legislative . reguirementv 
.thaK ali audits be closed within six months. 

A Profile/ of unresolved audits by age group ts given in the 
•fpilbji^^ diagram. The 2,^35 unresolved audits ilave 



< 



16 



.2S 
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questioned costs amounting' to. $68 million-. In^tAndem, these 
two graphs illustrate the rapid 'increase in the. number and 
rate of audit ifepojts- issued or processed, and the failure "to 
match th||e increases- with audit .closeouts. Jf additional 
attention fs. not • focused 'on this matter,; We anticipate that 
thi^ trend .will continue and that the number of audits over/ 
six months old will .increase as well." 




STATUS OF UNRESoLttED AUDITS 
As of March 31,1981. 
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!• Recovery of Questioned Costs 

Of the lr061 au^it reports closed this periodt (See. page 15) 
•* 4.42 involved monetary findings yhich guestj-oned' costs 
totalling over $33.1 million. \ 

Program managers sustained $7.6 million in guestioned costs 

and identified an additional $1.2 million in glisallowances . 

•Of 'this amduntr,$2.6 million has already been collected and 

♦ 

the remaining '$6.2 million has been marked for *^ecovery 
through establishment of accounts receivable, or oiEfsets 
against grantee accdunts. Of the remaining $25.5 million in 
questioned costs r $19.5 million was subsequently allowed after 
the grantee provided support itag documentation. 'JJ^e remaining 
-$,6 million was not .sustained. 

E. \ status' OF PRIOR IaUD IT RECOMMENDATIONS , 

The status of significant recommendations included * in oiir 

first semi-annual repbr^t, covering thfe period April 1, 1980 

' ' ... . . " ^ 

through September 30, 1980, is shown below. Management has 

generally been responsive to«-. pur recommendations:.^ However*, 

the 'matters reported below ^re*com]&lex, involve larg^ amounts^ 

■ '* • ^ " V ' 

of guestioned costsv . and require action at" the grantee level. - 

- Resolution^ and recovery of the funds for these cases is 

continuing, and will be monitored by the OiG. 
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!• Voca£ional Rehabilitation ' - . ^ 

. ^' Ineligible'^ Program Costs (page' 14 prior report) 



, An audit of vocational rehabilitation services in one State 
disclosed that services provided at seven State institutions 
did not meet Federal requirements because: (1) the State did 
not control the programs provided by the institutions; (2) the' 
services or patterns of services " provided were not new; and 
(•3) .the services would have been provided without the. 
-cooperative Vocational Rehabilitation prografn. 

We recommended that 'the State refund $949,000 to the 
Department and assure that Federal- requirements be met in thfe 
future, ' , 

I 

/ ' .... . 

' Status . Athough Departmental officials agreed with OIG'.s 

findings and recommendatioi^s and ar*e pursuing this matter, 

. redovery of 'th^ •$949,000- has not. been affected.. 

Processing" & -Control, of Vocational Rehabilitatioji * 
' Checks^ (Page 14 prior report) 



Ahother audit disclosed that vittqaliy all responsibiiitv for 
authorizing,, preparing , and /di^lfvering mainterfande "and 
transportation checks ; to- clients (about 50,000 ' checks, 
totalling $4 million)' was vested .with the program counselors 
without adequate saferguards ■ to ensure the ^'integrity of 
disbursed- funds . \ i ■ ' 



We recpinmended a number of specific internal controls to 
'assure proper issuance . and control of vocational 
rehabilitation checks administered by the State agency. 

status . Departmental bfficials^ have not " resolved the 
recommend'ations* cpnta^ined in this report , but arfe continuing 



their efforts with the St#te to correct the deficiencies' 



noted. -\ 

2 . Elementary and Secondary Education - Title I (page^ 15 
/' ' prio'r report) , 

'Reviews of approximately $264 million of program expenditures 
in two States disclosed\that ^the States had used Ti-tle^I funds 
for ' ineligible projects and for services at schools not 
eligible for Title I assistance. 

In our ^udit -reports of July 1980 and September 1980, we 
recommen'^ed' that $4.4 million be* returned to the 'Department 
ahd* that* the State agencies involved improve their procedures 
for approving and ;nonitor ing Title I projects. 

Statas r^ Departmental efforts to resolve these deficiencies 
and recover jthe funds, are continuing. ' 

Sw- V6cational Education (^age 16 prior report) 

« * < • 

audit of vocational education activities ip.one State 
disclosed that five local programs had charged unallowable 
costs of $142,800. ' Some problems noted related to: improper 



V . . . • 

fpnd allocat^nsr. preparation of the State pl^n without local 
participation; \ and failure of the State to use the required 
^. -ten percent reserve of funds exclusively for handicapped 
* individuals. , 

» 

status . Departmental officials concurred with our. findings 

7 ] 

and indicated they would seek recovery 'of' the $! 



Ho 



$^42,800. 



»wever, final resolution of the matters ' contained in . the 
report has not been completed. 

4. student Financial Assistance (page 17 prior report) 

An audit of a college's administration of Student Financial 
Assistance programs disclosed that the school had: (1) made, 
awards to inelifgible students; (2) not docun^ted i*fs 
determinations^ of student financial need;, and (-3) not 
identified disbursements to specific students. 

• As a resultr an- estim^ed $440y000 of $9,4 million 
administered by the college had been improperly us^ed and the 
allowability of an additional $1.3^ million was questioned. . 

Status, Although final resolution of these findings/ i^ 
, dependent upon the outcome of legal proceedings Ipjetween ED* and 
,the cbllege, the Department has taken some interim measures. 
In a letter dated January 16, 1981 the^Department il^txucted 
. the college to modify .its 1979/80 award for tfhe College Work- 
Study and Supplemental Education 'Oppprtunity Grant"^ programs by 
$20,1,000^* ahd"$5.5f 000, respectively. In addition/ the college 
was inistructed to' repay $873^000 in National Direct Student 



Loan funds • l^n a letter .dated February, 13, 1981 the college 
requested* a 60 day extension to provide time to examine the 
Department's calculation of loan program adjustments and to 
prepare' a reply to the Department* ' ' 

p. , CONGRESSIONAL AND 0MB ITQITIATIVES 

Incr'eased emphasis ^t all levels of Government on the problems 
of fraud, wastfe and . mismanagement in Federal programs and 
operatipns has generated many new initiatives which will 
affect OIG operations. ^ . • 

These initiatives direct and, in some cases, legislatively 

mandate that 'inspectors General intensify and expand audit 

'coverage and over sight /Tfi specific a'reas. Included among 

these are debt' cbllectipn, contrac'^ting , year-end' st)ending, 

'internal controls ^ and implementation;* of the single audit 

concept for State and local govefn'ments • The major thrust of 

all these initiatives is generally directed* toward preventing 

and detecting fraud and abuse, and ensuring, that governm^snt 

programs and operations are; being properly . controlled and 

carried out in an efficient, and economical manner. 

* _ _ ' . 

The * thrust of the initiatives also makes it clear that the 

highest levels of Governm^^jk are looking to the . opecat ions of 

the various ^Irnspectors General as a significant fo.^ce ii\, 

combatting and preventing fraud*, abuse, and mismanagement. 

We fully, endorse the^ iiitent,^ and obj.ectiyes of these 
initiatives and we**' Have taken"^ a number, of positive steps to 
meet these/ new responsibilities. . ' ' 



1» Senate Committer Requests 



The Senate Committee report on the Supplemental Appropriations 
and Rescission Bill of 1980 included language which directs 
that the. OIG ^report on actions . tSken by the Department ^o 
.improve debt collection, and to include in our semi-annual 
report a summary of the total amounts due, overdue, and 
. written off as uncollectible during the reporting, period. . The 
Committee report also directs that we submit to Congress an 
evaluation of the Department*' s progress in . instituting 
effective manaijement controls and improving the accuracy and 
completeness of da^a provided to the federal Procurement Data 
System. m response to these requests, we shave obtained ■ 
information from the Office of Financial Management showing 
the stjatus of the amoui^^'of debts outstanding, overdue, and 
written off by the Department. This information is' shown in - 
Appendix 2. We also plan to perform, in the near future, an 
in-depth audit of debt collection policies, procedures and 
practices used by the Department to record, billy, collect. and 
vr/te'^h' amounts due. We have also initiated a review of 
consulting services contracts to determine whether specific 
:,.„^"^u]^tijig service con'tr^^ contracts were properly 

_ categorized" and accurately reported to the Federal Procurement 
Data System. The audit is being accomplished in accordance 
• . with government wide guidelines prepared by a joint OIG task 
group* 



In a report by the Senate Subcoininittee on Oversight of 
Government Management, Committee on Govermental/ Affairs, we 
were requested to make periodic reports on the efficacy of the 
Department's plan to improve competition in Government 

♦ 

procurement and, to conduct ^over the next two fiscal yearsx 
thorough and vigorous audits of year-end contract obligations • 
In response to this request, we are. currently performing a 
review of year-end procU|'rements* During the review, we will 
examine procurement awards made dufing th^ last quarter of 
Fiscal Year 1980 to de^termine whether ^dequate lead time 
existed, competitive practices were followed, contract files 
.were properly documented, the need for services was adequately 
justified and whether the proper fund certification procedures 
were followed* - ^ ^ . ' 

i 

The audit will encompass a review ^of 49 new contracts awarded 
- in Fiscal Y^ar 1^80 .totalling about $11 million and 34 
fcontract modifications to existing contracts totalling about 
$9.5 million affecting contracts awarded in prior fi^'al 
years. ^ • ^ 

2. Single nAudit Concep^t y 

^ Attachment -P to Office of Management and BCidget Circular A-102, 
requires State apd local governments receiving Federal grant 
fands to have independent, financial and compliance audits 
performed of their operations at least once everiy two years. 
The Attachment provides^ for designation c^f cognizant Federal* 
. ' ♦ «■ \ * 



*»agencies with oversight responsibility^ for .the'se' non-Federal 
audits/ The Attachment also directs Federal departments, and 
agencies, to improve audi* coordinationr andito, increase their 
reliance on^udits made by State-or lofcal governments. 

The Office of Management and Budget has designated Ihe 'OIG in 
ED as the cogrkzant^ audit ^agency for^'mox-^ than 5^0-^Stat;e 
agencies, consisting ; of State Education 'and Vocational 

^Rehabilitation agencies and Commissions for the. Blind, We 
will also quite likely be designate the cognizant agency for 
all .16 f 000 school districts,' Audit , cognizance 

responsibilities include:" making quality assessment reviews 
of the work W non-federai audit organizations; ensuring that 
all reports abe^^eceived , reviewed'/ and* distributed to 

.^appropriate Federal ab^d" State officials; maintainrng a follow- 
up -system on ^ audif findings; pnd informing , Qther audit 

^agencies of irregularities Uncovered, . / 

o r 

The OIG has been aggressive in* implemei^ting the provisions of 
A-102r* Attachment P, » As -a .first step toward meeting these 
requirements, all Regional Inspectors General* :for Audit have 
been directed to visit gtate Education^ Agencies td familarize 
them with the requirements of Attachment P, The Regional- 
Inspectors General have also been directed- to provide prompt 
assistance to State Education A^gpjicies^ in jLmplementing t^ese 
new procedures. 

Additionally,, the. OIG is providing guidance and technical 
assistance to several State- Ediiqation Age;nci^s, ^ Independent 



Public Accounting firms and State audit organizations which 
are conducting pilot audits or ^ (developing audit, programs 
designed to satisfy A-102 aud'it r^quj.;renienfcs, y We also plan to 
work closely with Departmental officialis' jbo ,ensilre that the 
ni5W audit reguiremen1:s are , inporporat^^ in their 'qrant award 
^systems. During ^this period we have pji^cessed;. 76 atfdit: 

reports prepared by Independent Public. 'Accountants- in 

= i ' 

accordance with the A-102 ' requirements. ^ Our efforts to 

\v ^ ^ • . i _ ^ ' 
implement Attachment P will continue to -be' a high priority. 

■ ' ■ ' '. ' ]' .'^- 

3. Internal Controls - -A 

The U.S. General Acpounting Office has reported and testified 
before Congressional Committee^ that the -lack ' pf adequate 
internal' controls 'has been the ,mpst ' important' fac?tor 
contributing to/fraud and waste .in the^ Federal government. 
Congress r recognizing the n^ed for !i,mprovement in .internal 

control systems, has proposed xfeg^islation .whioh *woul<^ require 

V ' c ' ' ' * ^ - 

agency heads to report annually ^ to. the Pr-esident on the 

adequacy of thetr ^ agency ' s internal accounting and^ control 

systems; * ^ ^ ' 

Concerns about the adequacy pf int'^nal controls has also^beeh 
expressed by the Office of^- Management and Budget. * As a 
result, that* Of f ice has issued > draft^citculaT^ providing 
policy guidance^ 6^' the development, Implism^ntation and review^ 
of, internal coif^iol. the circular would require Inspectors 



Genera), to review internal control directives, systems and 
'^•regulations r monitor compliaince and provide advice to agency 
heads. 

This high level emphasis on improving internal control systems* 
will continue to affect our audit activities. If adopted, the 
draft circular would require periodic internal' a'udits to 
-ensure the effectiveness .oi control ^ systems in ED, The 
circular would also require us to perform vulnerability 
assessments and risk analyses for each agency component at 
least each 5 years.- The legislative proposal, if passed, will 
also impact on OIG -activity. DIG audits of internal control 
systems would provide information contributing -to the agency's 
assessment of its, accounting and administrative controls. 

Since the inception of the. OIG i© May 1980, we have placed 
priority on allocating staff resources to perform internal 
audits of ED'S accounting and administrative, control systems.' 
These audits have been directed towards determining whether ED 

internal- controls are adeguat^^ in concept', effective in 

• • ' ' ' * 

appLication and successful in providing accurate , and- useful 

data.-' 

* ^ ^ _ y 

4, - Gonqressional Requests 

i 

The current^remphasis on the elimination of fraud, waste and ° 
roisraanag^irtent in government^ programs^and operations has 
9e'n|rated numerous requests from Congressional • sources. 
During the last six month period, .we have , received and 
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responded to 25 requests for audit and inves 
or. information on many of the Department's ma] 
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tigation reports « * 
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or programs* ' We 
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^ ■ SECTION II . 
^ -> INVBSTIGATIOH ACTIVITIES 

A, INTRODUCTION ' " ' « 

This' ^section of the ' report provides an overview of the 
investigation activities during this reportinjg period* It an- 
eludes statistical data pertaining to investigations, resu-lts 
of ^investigations, and highlights of cases referred^* for 
prosecution or administrative .action* ' The :section also 
incl'ucJes an' update of significant cases .previously repprted,- 
and a discussion of otir 'proacftive initiatives* 

.B.' > INVESTIGATIOtr STATISTICS At^D ANALYSES 

The number of cases under active investigation has increased 
since the last .reporting "periods. Cases which had been carried 
in a "backlog" status have been converted to "active" a/id 
received , investigative attention* Hanj^ of these ca^^es .were 
holdovers from the former Office of Education's Division ^ofi 
Compliance and have/Jbeeri closed for lack of criminal potential 
-andV ' where appropriate, forwarded to program offices for 
admihistr.crtiive action* : , . 



Suirajiary data on the number of . cases opened, closed- and pending 
as of March 31 r 1981 ■ follows: ... ^|^. 

Cases pdhding September • 30 r l98ff .^-^ 153 
^" Cases opened this pefiod ^> ^ 220 
Cases closed this^ period • 124" 
Cases pending March^31r 19.81 g 249 

The case • workload depicted above was analyzed to' determine: 
(1)' program areas generating the greatest .number ot, investiga- 
tion cases; (2) patterns Vf' alleged violations; and (3) major 
sources of allegations. " 



As m^'the last report a ^majority of investigations continue tc 
involve Student Financial Assistance programs^ However, ^ 
flncreasing proportion of our investig-ative worklo^'ad involves 
other program areas. This, is* a direct resulf'of the Inspector 
Gene^l*s emphasis, on comprehensive^ coverage'^ of 'the 
Department's operations and programs.. During the period ended 



September 30 , 1980, OIG investigations vaffected a total of 19 
pifogr'ams.^ Cases which wer4 opened during the current period 
affected 36 different programs. The chart below^ includes ^'a 
non-program specif iCf category (General Misuse Of FundsK. Thi^ 
IS the most- rapidly growing area pf investigations. These 
cases include misconduct or ^ abuse of Fe,deral *funds by 
Departmental employees or recipients of • awards and grar)ts. - 



.DEPARTMENTAL PROGRAMS^^INVOLVEP IN CASES OPENED 



41% 



f - I Cases Opened between loil/80 and 3/31/81^^' 




Cases Opened Between 5/^/80 and 9/30/80 - 



12% 12% 




BEOG GSLP NDSL SEOG tSeneral CWS ^ <Hher. 

" Misuse , " 

, of Funds :• 

*Data not available. ' 

NOTE:- The 'tpial .of all percentages exceeds 100 perceni because many cases 
involve morfr than one progr|m. The figures indicate the percentage of 
cases involving a particular^irbgram. \^ ^ - 



BB06 - Basic Educaitional Opportunity 

6SLP Guaranteed Student Loan . 

NDSL - National Direct Student Loan , ^- 

SB06.;- Suppleinental Educational Opportunity Grant 

CHS r College Work^ Study 



4- 



Thfere are approximately , 150., distinct programs .being 
administerejd By the Department, As we diversify our 
investigative efforisV we expect our. caseload to involve many 
additional' education programs. V, 

Most caser? involve alleged violations of several ^criminal 
.statutes. The fbirpwing list sho,ws the^ incidenge of poss-ible 
vi,^atibhsIamong'th'4 220 case's initiated during this reporting 



period. 




.J 



Description ^ 
False Statements 



ALLEGED CRIMltlAL VIOLATIONS 
Nuiijil}er .of Cases 



Fraud using the U.s7*M:ailSr 
,^fele^honer telegrapB ^df 
fal^e names or - addresses 



1- J 



I 



in Which j^lleqed 



37 



Embezzlement and failure 
to account, for public 
funds . " * . . 

Student financial aid 
fraud 

False claims and demarids 
^fbr payment^of public, 
funds ' . r 



Bank fraud-credit 
information 

.Conspiracy to defraud 
the U-.S; 

Bribery of a public 
i^f icial and' conflict 
"Of interest . ^ ^ 



Other Bederal or local 
'"sjbatutpry" violations 



^ 154V 



69 



46 
40 

35 
23 



Percentage 

\. 37 

16 
11 



8 
6 



16 • 



12 
23' 



3- 
6 



Allegations which lead to OIG investigations reVch. the 
Inspector General f roin\ many sources. Comparing the cases 
^ initiated during this period with those opened during the pre- 
vious period, by source of allegations^ discloses the 
following: 



SOURCES OF ALLEGATIONS POROSES OPENED 



1ntrade|fiartmental 
Referrals 

Other Federal 
Agegcies 

Official School 
Referrals 



Citizen Complaihts 



19% 

4 



Student Complaints r 
& School Employee^ 
Whistle Blowers 



State Ageiicy. 
Referrals 

Studentloi 
Intending Institiitionls 



Hotl'me & Ariony- 
Jnous Allegations 

diG Audit Referrals 




Other Sources 




10% (from 5 sources) 
11% 



'I'Oata- not available. 

V ■ 



I ■ I ' Cases Opened 10/1/80 • 3/.31/81 
Cases Opened 5/4/80,- 9/30/80 





% 


« 

• * ^ , 




C. INVESTIGATION RESULTS - . 


f * . 


^During* 


tfiis i:eport. period, ten cases which were investigated 




by ' O^EG 


were accepted for proseciition ' by. United States 


?■ 


Attorneys. -^Prosecution ' Was decliAfed in twenty-two other 




^ Jcases . . 






'■ * 

In addition, OIG activities culminated in the indictment of 




five subjects . (individuals or entitites)/ and conviction of 


< " 


twelve 


subjects.' Three defendants were fined a total of 




$2,500 


and five defendants were sentenced either to 




incarceration or a. period,^ of probation. Several convicted 


t ' ' - 


subjects have not ye^t been sentenced;.. . * ' 

. • r ^* 

• _ ' ^ • -^t 




Highlights of tile more sig-nificant matters referred to U.S. ^ : 
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^Attorneys during' this period aire briefly described below., ^ ' . ] 


>-C-j^ * . • 

. / 

?^ 


•o 


An official for a local school district has admitted ^ 
submitting false claims and - embezzling' Federal, 
funds. ^ The off icial was a salaried employee of , ,i 
Federally funded Emergency School Aid Act ^ilot' ^ 
grant. The* cas^e has been accepted by the U.S.^ * ^ 
.Attorney for, prosecution; ^ ' ^ ^ " ; n 




A 'cooperative investigation by the OIG and another 
'^iPederal , investigative agency has uncovered a ' ] 

. ^^i^^ 6pefated by a school financial. ^aid 

of fice^}i^iWti6 demanded 10% of apy Guaranteed' Student / ^ ^' 

Loan monies a student received. The aid officer, in 

return fp'r the kickfcfack, instructed the studi^nt loan \ 

TappT^icant dn'^;^ff loan applications * 

arid recommenced certain .lenders. ' ' ^ 


Si \ ' 

^r-;-/ 'A ■ - 


o 


In February 1981 a case against 'an* individual ' [-1 
^^student was -acffiSpted for. .^p_rip.s^ecutipn ' by a , U.S.*4_ . 1 

Ajbtorney.],' osise is noteworthy because oyer a : 
• four .year "peifiod^ the individual used fictitious ■ 

names and Social security * numbers to enroll in a . ' \ 
^\number ^'^of schools and- obtained Basic EduOatipnal I 




- ^ 





^ . Opportunity Grant ana Federal Insured Student Loan 
funds from each school*., ^ ^ ■ 

o^ A Federal Grand Jury returned a twenty count indict- 
ment against an individual for committing fraud in 
' , the Guaranteed Student Loan program. The defendant 

used fictitious names, social security numbers and 
birth dates to obtain numerous loans from program 
Renders. In a related case, a confederate was later 
indicted on similar charges. 

o A case against an individual was accepted for 
prosecution by a U.S. Attorney during March 19*81. 
The case involved the Basic Educational Oppprtunity 
Gr^nt 'ptogram Alternate Disbursement System, 
whereby %he student receives a form in the mail 
which is completed by the school and mailed .baek to 
. the_ Department. In this case,, the individual ,was no 
longer. a student and falsified the school -certifica- 
tion tp-receive payment. 

o During December 1980, a Federal Grand Jury returned 
an indictment Tor embezzlement in connection with 
the National .Diirect Student Loan program. \ The 
defendant operated a student • payment collection 
service for a group of client scl^ols. Although a 
major portion of the payments coll«Jted wei^e Federal 
f^nds to be loaned to other . student'g%the indictment 
♦ ^charges that they were diverted for pefscfhal use and 
not reported- to the client schools-^. V ' ' 

o* The .OIG is gboperating^ with another Federal agency 
in the investigation of a financial, i^rganization 
wRich u^ed non-existent Guaranteed Student Loan 
promissory notes as collateral .for mqltimillion 
dollar loans. The case has resulted in ^^27 count 
indictment aild is scheduled for trial during 1981. 

l^* * Update of Previously Reported Investigations^ ' 

Ouc first Semi-Ahnual ^Peport^ mentioned * two cases in\ which 

indictments were returned by Federal Grand Juries. 



matters have since been concliidTed'T • 



Those 



Both a husband and wife were connoted for /student 
financial assistance program fraudj. She was' working 
in the inancial aid office ot an ec^Ocat ional 
instrtution and^he^w.as applying foir finanbl^al aid to 
attend the d'aijie. school, she' was cited/by-the court 
for abui^ing her position to faciltfi^a'tA the cr-iines 
and sentenced to one year iftipri^onment and 3 y^ars 



/^'^-'^prohatiott . The "'husband was^ sentenced -to-^ 3 n\.qJnths 
' impriisonment and 4 years probation-. 

o^^ '""'^Alf TnTi^^ f rneT^$5W an^^ received a^twb 

year suspended sentence for falsifying applications 
' for student aid funds. * 

2 . Highlights -of Matters Referred - for A^jiinistrative 

Action., ; • 

In cases where deemed appropriate, it is the policy pf the 
Inspector < General to refer matters to prpper Departmental 
jof f icia3:^SlfQr„. necessary adminlstratiye. or ..per sonneL "action. 
Viherer^isciplinary action is believed necessary, the Inspector 
General may vracommend such, action to the appropriate official. 



fhe^ Ifollowing are exampleil . *of cases which resulted in 
administr period: * * 



o, A comprehensive' investigation established the 
f^lsdf iektion of trtayeL reimbursement plaims by an 
employee. ^^Ithougia the u;s. Attdrne^ declined to 
^ . .... ..cr^minaily _.pxosecuJ:e, thie^^jnciaktej: ^ J bjepairtmehtal 

- ' : managers . discharged\ the: employee . ^^and. tightened 
reimblarsement procedures- a^^^^^^^^^ d jrect %esult of ' ou r 
r- \ invest igatioti^and^reico^ ' " 

~ o A-^toprietar-y -school manager. ^usedx.ah^authorizat ion 
letter -for pasic Grant fuhding./^s"c^^^ for a^ 

pa^sbhai iban.v' ^ After ^ he had defaulted on the 
: personal loan" and disapiE>earedV* the bank recovered 
" their loan by r^vyihg on t:he. prcyceeds of , th# Basic 
Ed^ucational- Opp^grtunity Grant / accounts 4, ''Since 
ttfese funds ate^ 'Eed^ral monies until paid to 
individual studemtSf 610 initiatej^. recovery of tlie 
^ -;7'f unds^^^^-^^ ba^k/ through^' approprlat^e 

':bepartment,al .of ficials. . . " 

o ^ An internal investigation of possible abuse of a 
Vol^ * ' credit ;Uureaa computer' 'terminal by' a Claims and 
rCc-; . "^^Cpi^rectTons^emp^ iderttlfded -weaknes^.es an 

■-^V-^'. ^ c^ptrpl-' and/ security of ^ credit information. The 
riik-^ io.speetbr Generai^ls' recommendations' to regional 
#?J5^gement re^ult€<3 in- the . implementation of 
- vti gj^eater cphtfol arid security, safeguards; ^ 



D.,. . PR0ACJ,LVE. INVESTIGATIVE 'eF-EOBTS t. 

Ih keeping with the spirit and intent o^f the Inspector General 
hot, the OIG' investigation staff has initiated a numBer of 
proactive type, investigations^ .particularly in cooperation 
with other agencies. These efforts are* beginning to show 
significant promise and will play ah important role in our 
tuture^operations; , ... .1 

The following, typify these initiatives. 

. o Diaison' efforts with the Department of Interior^ 
Bureau o£ Indian Affairs have identified areas of. 

njutual^ interest that* are vulnerable to abuse of 

Federal funds i Indian adult education programs are 
furided by the Bureau of Indian Affaifrs an(3 this 
; ^ Departn\ent, Areas 'of overlapping or duplicate 
programs will be e^xamined, , \^ ' 

\o Proactive investigations- have been initiated in 
cooperation with the Immigration and Naturalization, 
' Service to identify ineligible foreign; * students 
receiving^, student financial aid for attendance at 
U.S, • Wucational institut iojis. Agents 'from the 
./ " ' agency are assisting" r us^ tfo ;.denti|y schools^ wi1£fi 
high co.ncenfcr at ion's of ^such students\ 
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SECl'lON III 
FRAPD CONTROL ACTIVITIES 



During 'this reporting, period, the OIG * began assessing the 

V / ^ . ' ' ^ • ' ' * * 

Department's vulnerability to mismanagement and fraud • ^ We 
* continued the operation of the T ED complaint ce'nteVf / and 
startisd an employee awareness program to educate ED staff ^tp 
^ the potential for fj^aud, waste .and ^mismanagement. We also 
developed a plan to perform vulnerability assessments of high 
dollar^ programs within the D^epartment, . ' ' 



A. 



COMPLAINT CENTER 



' - 

g , 



^Sihce tfie complaint center was established on August 4, 1980, 
WB havq^ received a total of 80 complaints, including 36 
referred by the U*S. General Accounting 0/fice, The table on 
the following page ^ummar iz^s the .complaints by o.rganizajtional 

4iemejnt. - . ^ ^ ^ ' / ^ ♦ ^ 




CC^dPLAINT CgNTER . 
COMPLAINtslREciilVED 
REFERRED TO 




OFFICE 



' NUMBER 
11 ' 
10 
28 



5 
3 



OIG. 
7 

•14 ° 

3 
3 



pr6g.ram 

OFFICE 

• 4 ' 
^5 } 
;14 ' V 



t CLOSED BY 

PROGRAM 
OIG * OFFICE 



5 
2 
..9 



3 

1, 
8 



, :bf f ice of Manag emeriti • 
Office of. Elementary 
.^'.Secondary Education 
Office of Postsecondary 

Education > 
Office of Educational 
Researches 
•Improvement 
Office of ' Vocat ional 
' & Adult Education 
Office of. Special. ^ 
Ed uc aft ion & ' 
Rehabilitativ'e . ; / 
Services ' 
Of f-ice: fob. Civil 
:Righ^ \ \ . / 
, Of f ice of : Bi^l i ng 

Educati^^^ ^: Minora ty 
^Ifart^U^^^^ 

Qther . ' - * 

TOTALS 



•v9^ ^'^^ 43 cases referred ±a ihe 6lG, 30 were r^f^rred to audit or 
Investigation: lart'd €He remaining cases w^re* closed; after review. - 

pf thfe -46 complaints closed,, ten, were .sutetant iated in whole , 
or- in parr, Spme exampie.s^ (^^^ i 

• ° ^ l9"ipW'n^^^ gir ant funds by a 

, ' : MaVweste;£;n. yk^^^^^ .Weportediy^^'; approximately ' • 

' - 59\P$^'^^"..V^°^ t\rinds\;; ^^^^^^^^ used to" pay ' 

' - ', IP.? PPsitic^n .^liic^v.' wer.e • mqtt indluded an 

. , ' ■ I 1^^t;;^PP?^:yed gr ant ;6ud^.e ^Ouf Of f ice of lAud i t. siib- 
. ^.^antiate^^ ithe ai'Of^gatfohs ..and ' recommended. 
•' V ^¥^9^^^^ 'i.^^^^^ 'by?' ED_ officials:;"'"^ The 

-£^®9^i!^f^^siMon called for , f inancial i^S^Vis^tingnis to ' 
thaigriaft^^^ in. excess: of i$15vOQb .^ ■Res6i.u,ti6n-:o'fr-the- 
matter ' by gontt acting of f icials'*,is continuing.. in 



OPEN 
CASES 

• 3 

11 

' .1 
3 



9 


4 'e 








. '5 s 


6 


,4 








4 . '^"^ 


' 2 

6 ■ 
80 


1 ... 
•'2 

. 43^ ' 


, 1 . , • 

.=-> 


.1 

2 

. • 23: 


1 ' • 

. . 4 

. 23 


;■ ^ , 0 '• -./'^ 
■'•,^34^ '^'^ 
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addition, the school*, was advised to ' rex^ise it§ 
salary distr ibutiOTi system in order '£o isnsure more 
effective use of federal funds in ^the future. TPhe 
.school has complied with this recommendation*. * ' 

%n anonymous employee complained" of' nepo^ism^ in ror\e 
of ED'S offices.. ^'fhe .caller 'alleged .that - a 
supervisor in the. of f ice hir.ed. two -piose .-i?^latives 
fior permanent positions .without advertiisement or 
.competit;ion. An investigation was- conducted by the 
Division of Personnel^ Investigations apd Appeals. 
As a^ result of the^ inyestigation, oije of the 
relatives hired . resigned* from. the Federal ^ 
GQvernm'ent.^ Disodplinaify action; against the ED' 
hieing official and the other rejat:|.ve is penSing, 

Another complaint ;concerned^Hegations which were 
alrea'dy un^er investigat^ibn , by 'Oig'is -Office of 
Investigation.. An andnymous 'carie^reportied'. t;hat ,a 
sypervisory employ^fe wds using'* 3ec*^tarial staff/to 
type,^ reproduce, and- '^distribute \- work . which 
pertained to the ^s'ubjecit 's ^.pursuit of a Master's, 
Degree. The OIG inves-tigation f ound the ^allegations^ 
were true.. The subject was suspended- without pay 
for 14 days, and has been, further advised to make 
restitution tp the Department of " approximately $500 
to 'coven the cost^^* of -^secretarial- time *and 
reproductioli ma^er:;aXs!. ^ 



B. -" EMPLOYEE AWARENESS ' ' • - • * * , •. v 

5 » to ' ft o' 

'V ' 



• • i ■ - . ^ ■ - . •• - 

We aire, alerting. ED .empibyegs " th^ir- responsibilities to 

'.. ;■ • ■ 

reporit suspected fraud,, was t^- and ihism^nageitient. In add it ion 

• ■ . •' ' t ' ■ ' •. ft 

to official notices, to indivi<3ual. • employees a.nd"' Assistant- 
Secretaries, the OIG prepared a^d issued a pamphlet entitled 
"Introducing the Office of Ingpe^toV General to ED Employees." 
This, pamphlet explains OIG^s .pu'r^^,. a^d how the complaii?t 
center can -be used to report fraudT'waste and •mismanagement. 
It also lists the national complaint center •teiepfioweyvumber , 
Headquarters Audit and Investigative - teJLephone ' numbers/ and ' 

Regional telgphone- numbers'. , ' We/^are, also developing an 

■ c ■ ' $ - ' ' ' ' '.t' I 

employee avyareness no'tice which v^ill cover employee misconduct. 



and .ethics* The puifpose of this notice will be to heighten 
employees' awareness of their ethical respons!ibilities by 
reminding them of relevant requirements, citing examples of 
misconduct, ahd^^listing the penalties for violating standards 
of conduct. ^ ^ 

C. SPECIFIC PROJECTS 

— — . — — ^ ^ 

We have developed plans to assess the vulnerability of ^high 
dollar progr^ams'^Vithin tn^ Depprtment, ^,We will review 
existing reports (audits, investigations, program • reviews, 
statistical progress reports) for patterns and trends which 
may indicate opportunities for fraud, waste or mismanagement. 
These patterns and trends will be analyzed to determine 
whether related legislation, regulations, administrative 
processes and internal c6ntrols are sufficient. These reviews 
may make recommendations for management's c6nsideration, or 
suggest areas for audits and/or investigations. - 

Our initial project involves Student Financial Assistance pro- 
grams. \,We are. currently ]^rfo;:ming, research, and collecting 
,and screening reports on this group of programs. , 
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. SECTION IV' 
OTHER matters/ 



The following are several other mamers which have ' affected 

OIG operations' during .thc' reporting/ period'. 

A. . STAFFING 

The ^IG is working under^ ful/L time equivalent personnel 



ceiling of 304^ positions . Of, ttie 304 authorized positions, 
300 were filled", as^ of Mar;c/> ; -3:1,, 1981 and allocated- as 
follows: 



LOCA'lCrON AND NUMBER 
OF Ot^ BOARD STAFF 



Washington \ 
Auditors \ . * 

Ihvestigatoc^s- \ 
Qfchef Professionals 
.S'upport . \ 
^ TOTAL^Washingt^ 



F-i-eia 
Audi.tors 
I:nves;ibigatbrs 
Other. Professionals, 
Support 

\tOTAL Field 

< - 

Total Staffing 
Auditors 



On Board 



22 
19 

-20 

^14" 
^,75 



1-41 
50^ 
5 . 
29 

225 



.Other. Professionals 
Supppr-t . 

tOTAL Staffing 



^ As reported ^in, our first semi-annual report r <^ preliminary 
workload assessment indicattedfthat wfe would need a, substantial 
increase in**our audit^ and inv^tygativL staff . The magnitude 
of our workloadj^ coupled witH^.;ncr easing demands by Congress , 
* the Office of Management and- Budget TT^^^ the U.S.- General 
Accounting Office makes it evident that the current person,nel 

' ~ 'r 

ceiling of 304 is .far below our actual needs. _ 



The Department hats pr-dvided some relief by inareasing our 
, ceiling from the Fiscal. Year 1981 level 6f " 304 to 335 in 



Is 



Fiscal Year 1982. ' 

V * • 

B. REVIEW OF LEGISLATION AND REGULATIONS 



ERIC 



The OIG is required to review existing and proposed 
* 'legislation and regulations to assess their impact on' the 
Department's activities. Through these assessments ^ the 
Inspector General makes recommend a t^ions concerning the effect 
of proposed rules on the e^-£^ti^ administration of the 
Department's programs a^^operationW Proposed rules are -also 
reviewed to determine their potential imj^act with respect to 
the prevention and detection of fraud and abuse. ^ ^ 

During the period from^ctober 1, '1980 through March 31/ 1981 
we reviewed six legislative proposals and 168 proposed r^^gula- 
tions affecting ED and the OIG. Comments have been provided 
' appropriate ED officials for incorporation m ^ ED 
regulations or Departmental comments on legislation. 



r 



.53 



. 44 




OFFICE OF PERSONNEL MANAGEMENT REVIEW OF ED 

r . . ... ... 'h^ 

The ED. Organization Act required that the ^Office of Personnel 

Management^ submit ' a report to Congreg^ on the ne\^;^)^partment 

by May Af l^8\. To Kieet this , requirement, the office 

initiated an agency^leyel review of ED ffeadguarters and each 

of the ten^ Regional Offic^ which was designed to: 

•o Compare mission, ^objectiyes^ to accomplis^kietits ' and 
^ ^ ^ork products; ^ 

o Identify significant sjaccesses and shortfalls, j|nd 
^ , principal cause for each; and , . , ^ 

• . . . * * * 

Recommend improvement^ fpr any identified personnel 
managemetjt deficiencies,' ^ ' 

The\Of f ice of i>ersonnel Management requested? the assistance of 

yCHe OIG in performance* of thiase . rev^fews, and auditors . from 

Headquarters and each of our Regional Offices' were assigned* to 

its review te^ms. Our -participation/in. the review effort was 

beneficial to the'^pffSce of Personnel- Management and' provided 

our auditors with an opportunity to gather valuable audit 

survey information for future OIG reviews. 

\SUBPOENAS ISSUED ^ 

The Inspector General is authorized to issue- administrative 
subpoenas torequire the production oi' information^ necessary , . . > 
In the performance' of mandated respphsibilities. During tfiis ^ • / 
reporting period, three ^administrative subpoenas were issued 
■ah^a fully complied with. No .administrative subpoenas were - 
issq'ed during the prior* reporting period. - ,,. . 



/ 

/ 
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. E.. , GENERAL ACCOUNTING OFFICE* REPOTS 



The OIG is^ t^^ main control point for handling U,S. General 
^flipcounting .Office reports to ensure that (1) reports are 
.properly distributed to respoj>«ible of f icials,. replies are 
made timely and accurately reflect the officiai position of 
the ^Department, ^nd (3) actions promised in response^ to the 
reports are traeked to- ^completion, lAdditionally , the OIG 
maintains continuous liaison with the General Accoun»tirig' 
Office to *eep informed of its , activities* within gD and to 
minimi'ze any potential overlap in audit coverage, / 



REFUSAL OF INFORMATION 



Section 5(a)(5) bf^ the Act requires the Inspector General to 
include in this,. report a summary 'pf any reporjb "m^de to the. 
Secretary whenever information .or assistance is unreasonably 
refused or not provided. - O • ^ 

The OIG has received support from top Departmental mariagement 
and has not been unreasonably refused or denied information or 
assistance. ^ "^"^ ^> 
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, REPORTING REQUIREMENTS 



The specific reporting xequi'rements as prescribed in the. 
Inspector General Act of 1978 are listed below. 



SOURCE 

INSPECTOR GENERAL ACT 

Section 4 (a) (2) Review ol^ 
Legislation and Regulations 

.Section 5(a)(1) — Significant 
Problems, Abuses^ and 
Def jLciencies 

Section 5(a)(2) ^- Recommenda- 
tions with Respect, to 
Significant Problems, Abuses 
and Deficiencies 

Section &(a) (3) — Prior 

Significant Recommendations 
•\No€ Yet Implemented 

• / ' ^ 
Sectioji 5(a)|(4) ~ Matters 
* Referred zo Prosecutive' 
Authorities * J 

Section 5(aj(5) and '6(b), (2) ~ 
Summary of .instances Where 
Information was Refused 

Section 5(a)(6) Listing of 
Audit Reports > 



LOCATION. IN REPORT 



Section IV, Part B, Page 44 

9 

Section I, Part ^C^ Page 4 
Section II, Part C, Page* 34 

Section I, "Part C, Page 4 

ffeofeion I,'*PaE;jt -Page 18 

' - . ■ "v • 
^Section II, Part C,,. Pag.e 34, 

Section IV, *Part j^Page 46 

f ^ 

s 

^pendix 3-,yPage 52 _ 
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Appendix 2 
' Page 1. of i 



1^ 



schedule\of 



ACCOUNTS RECEI^BLE 



if- 



Tjfe *Senate^ pommitt'ee.* on A^^opiiatipns • * report^on the 
Supplemental. Appropriations / and Pescission Bill, 1980 
directed the* Irispecto*rs General to include in their , semi- 
annual r^orts a syinmary "o^^ total amounts due their agency 
or department well as amounts overdue, and amounts written 
qff as uncollectible 'daring the reporting period. The 

following schedule\Was provided by the ^Office of Financial 

if. / 

Management' . for inclusion in our. semi-annual " report. Tfhe 
accpunts receivable statistics have^ not been audited by the 
O^G and we are. -therefore ' unable tq attest to the accuracy of 



the data provided. 



4/ 




5 <■ . 




DEFARTHENT OF EDUCATION 



r 



^ Type of Receivable ^ 

<^ / ' < 



UH^ 1; HlBrAudft Disallowances 

^Q^Q 2. Hiro Loans 'v. s . 

Q^jjS "Notes 
O^iQ ^ Accrued Int. Rec. 

School /Assistance In , . , ^ 
Federally Affected Areas 
^(malnten* =& operation) * 

^ 4* Office of Financial Katiagjnent: ^ 
Audit Disallowances 
Frograa reviews 
Negotiated Agreeaents 
Overclaimed Expendltue. 
Reports (DFAFS) 
A Unused caah. balances p 
* Relob. for Admin* Costs 
• . Overpays ^to Airlines (GTR]^ 

^ 'Travel Advances * \ 



Receivable 
Amount 



158,630:7y 

2,846,757,779.33 
154,981,831.47 
53,6W,Q47.33_ 



6,318,945.82 



6,059,624.75*** 
4,501,932.13 ** 
6,292,091.71 

2,369,155.77 
202, 422; 60 
•83,432.37 
49,117.88 
368,500i00 



SCHEDULE OF RECEIVABLES 
AS OF MARCH 31, 1981 



Afflount. Overdue 
(Over 30 Days) 

$ 111,730.75 
9,7U,282.00 



6,318^^45.82 



* 4,327,345.53 * 
839,872.88 
64,884.77 

-0- 
202,422.60 

206,812,91 



Wltten Off As Uncollectible 
Oct. 1 thru Match 31. 1981 



(reserve established- 
no writeoffs - loans & 
notes secured) 




Prepared By: 
Office of Financial Management 
Date: 4/22/81 • 
Page 1 of 2 ' 

Action Take^ or Being 
Taken to Improve 



See attached note A 
See attached note B 



See attached note C* 
See attached note D 



> 8 Includes $947>981.00^1n i^ferals to the Justice Department for action.- 
.** Includes $713,676.53 pertaining £o. bankruptcies and^defaults 

***^unts not Included In iJhcduie for audit dlsallownances under appeal $63,249,061.17 ^ 



5^' V- 



.Type of R6ceivable 



Receivable 
Amount 



DEPARTMENT OF EDUCATION 

.-SCHEDULE OF RECEIVABLES 
AS OF MARCH 31, 1981 

^inounc Overdue 
•(Over '30 days) 



^* Office of Student 'Financial ^ ' ^ , ' ' 

t<2*i\ ^ Assistance ^ . ' , / . - 

W^y^^? . ^edf J^^U? InsOred 5tu^^^ 753,558,954. OO(est) $599,639, 954. 00(est> 

^i<'> :'Cr Federal Capital Contributions-nioSL 3,785,000,000.00 1/ 

fi -'^^^^'Ai^ ■ " " "--^ . - 



National Direct Student Loans 

Cuban Student Loans 

Law En^orcement,„Education v 

' Basic 'Educational ^Opportunity 
Grants • ' . 



'215,000,000.00(est) 209,000,000.O^st;) 



13,054,214.98 ' 
, 122;,568,2p3.6? 



760,000.'00(est) 



12,992,915.32 
8,041,606.00 ^ 

701, 696^00 (est;) 



Written-off As Uncollectible 
Oct. 1 thru March 31, 1981 



$6, 931,530. OO(est) 



230,000. OO(est) 



-0- 



44,238:00 



-0- 



Page 2 of 2 

Action Taken or Being 
Taken to Improve 



Private contractors are 
requested collection 
agents, 

'Legislation e^pacrted 12/80 
allows use of IRS sklp^ trace 
service. 



J7*V;' , ' Grandi^otaKDepartment of Education $7,971,777,684.51 — 2/ * $852,159,468. 58~ 



f-SvS ^ * ' .Consist? or as of 6/30/80. 

' . ..^ 2/"P9esvnot\^n^^ agencies, amounts ^ 

1%./^ /v \ : 3/'31/8a^wi:tr.'ndt be-.a^^ 



$7,205,768.00 



O 



61 



4> % ' * Attachment: t.o 



Appendix 2 
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Department of Education Schedule of Receivables 
As of March 31, 198^ , ' 



Note A 



Acuion taken 

a. Steps were taken to ensure that the Division receives all necessary documentation 
^ relating to audit reports, audit clearance documents and final letters of 

determination. 

b. A system was implemented to ensure demand letters are 6ent vithln thirty days. 

c. Timely response to delators' communication. 

d. Developed a^system to age receivables. 

e» Usage of IRS locator skip tracing to locate auditee when sufficient 
address is not available. ^ 

• • . • ^ ^ ^ . ^" - . ' - 

Plans • . ' .\ • 



a. Final letters of determination informing auditee of financial adjustments 
will be sent by certified mail and qiiestionaire regarding method of payment. 

b. Evaluation of ;quarterly rteceivablte^ due and reconcile with Contracts and * 
Grants Division. 



Note B 



' . Action taken •. ^ ^ , 

a. Work is continuing with .Federal Reserve Bank to provide more timely and 
• ^accurate information. 

\ • ' • • 

Plans ^ ' / 

" \ * T"^sfer of^ activity for receivable processing to the ED. 

Note. C^^ . ^ - 

^ Action taken " ' > . ^ 

. ^ a. Offset on future awards is'main means of collection of receivable. 

. b. Followup letters are prepared requesting funds where of f set is not possible. 

X . . r r :plansj • ' /. ^ ^ ' ' " • ' 

^ , ' None.. . • . • - ' ■ fs, * 

' '' s Ptans.to;yeduce writeoffs ' . 

/. / 'P.^btfi of less than $200. are written off after review almpst automatically. 
• ' JJncoliiBctibles over $200. are turned over ,to GAO for collection. Incidence 

; . ; • I 6f , nohcollect^bleir? minimal. ^ * \ ' 

;r 3brgny^; . ;* ; *• " ^ - ^ • - . . ' \ ^ ' 

\ ] / " Act ionV taken . : * [ I * ^ H' 

/ . ^y l^tez^s^^ are.asjBessed on^*all delinquent payments.*, 

inter^^ 

' 4§^$^^KT^X^tiy^^^ the cbranunicatlon.betweeadcbtors and th^ various?-- 
- ' - • ',^Diyi8ibh8 withi^^ ^ . . . ^ 

;l>|cume|ita.i^ attempts to borrow from at least .three corimel-ffral 

^^J^^?'!^^^'^^^^^^^^^^^ Instaiimehtft are 

; ; ^:agree(^^^^^ . . • ^ 

'^reeij^^ dey^lpV^I befcwee^^ HUd kni pjqr WJD tOircceivc an4 dispose of 
^ - any .property \^ / '^'^ * ^ • 

;?P^.5^?i-MsH ^9^ce is in. prdcesfe to eliminate back'log of returned checks', 
w > , ^ '^'^^ '^.$?^*n^*5S receivables' are^ monitored more closely to ensure timely followup, 

^ERlCW,t:.;^v:;:^ r i .... v 




Ap£endi.x..-3^ 



Federal Audits of -Education Department Progrartts 
' October 1, 1980 through March 31, 1981 



Section 5(a)(6) of the Inspector General Act requires a 
.listing of each audit report completed' by OIG during the 
Jifipor-ting period. A total of, 133 audit reports were 
completed by Federal .auditoifs, 79 with audit findings and 54 
Without findings. These reports are listed below: *' 



J^^. — Repeats With Audit Findings 



Number 

01-13001 

01-14001 
01-14002 
' '-(51-14604 

01- 14006 

Q2-U350 
' 02-14001 

02- 14002 

• 02-14003 

.O2-14r00'4 
02-14005 

02-1400*6 
64-14000 

04- 14002 

05- 14203 
=05-14351 

06- 14000 
(16-14001 
W-11451 

07rl4000 ^ 

07- 14001 ■ 

08- T13301 

08-13300- 

i 

08-13302 
08-14000 
b9-10Qdl 

• 09r.l3304 

, -lo'-ioobo 

10-10555. 



is 



Auditee and State 



Dept of Education - OSFA Division of 
Claims and Collections, MA 
Brown University, RI 
Brown University, RI 
Brown University", RI 
Massachusetts Institute of Tech- 
nology, MA - 

HealthiCareers Academy, lirc., NJ . /- 
Puerto Rico Education, Dept, PR 
Puerto Rico Dept of Social Services, 
*PR \ . 

Puerto Rico Dept of Social Services, 
PR 

Puerto Rico'Education Dept, PR 

New Jersey Dept of Labor and, Industry 

N J ^ . 

Puerto Rico Education be.pt, PR 
Allen University, Columbia, SC 
Florida Dept of Health and Rehab 
Servic^, FL / 

-Ohio' Dept ^ oE^ Education, OH ' ''\ 
Advance Schodls, Inc., 11^ " >^ 

New'' Mexico Dept pf Education, NM 
Texas Education Agency, tX 
Blue Hills Home 'Corp. , MD * \. 

^Lakes Gou^itry Rehab Center,^ MD , 
WiciJiita State University LEfi^ ' , 
Program; KS ' / ^ 

National Center far Higher Education 
Managemegnt System, CO ' ' 
National Center for, High^e-r' Education 
Management System, CO * • " ^ 

. SocfiaJ. Science 'Consortium,. Inc., qo 
Colorado Migrant ED Program, CO , 
C^Itforni'a Dept of ^Education, CA- , 
'Golden Gate University,* CA 
Yam'Hill School District, OR' ' 
Washington Stat§ Vocational Rehafe* 
Service, WA 



ERIC 



'A" 



•52 



63 ' 



Date Issued 


/ 


03/10/81 


f 

• 


12/17/80 


t 


12/12/80 . 




12/17/80 ^ 




' 03/24/81 ' 


• 


02/10/81 


1 


XZ/ J X/ ou 


i 


19/71 /on ^ 
os./ oy 




1 9 /-J 1 /on 




12/31/80 




01/19/^81 




,03/03/81, 


\ . ' 


01/0^/81 , 




12/17/80 ■ 


02/03/81 ' 




01/06/81 


^ V 


11/26/80..' 


\ 

, \ 


UZ/ 1^/^81 . 




' 01/15/81 




01/12/80 ^ 




oi/0'8/81 • 


• 


•11/19/80 




11/13/80. 




11/19/80 t 




12/09/80 




02/2-3/81 




-.03/10/81 




, .11/14/80 . 






r 


^ 01/08/81 














3 



^ ^^^^^^^^ 
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.Number 



Auditee and State 



Dafee Issued 



r 



10-14000-^ 

. 10-14 oo;i 

'11-130074 ' 

•12^13533, 
12-13668 
12-13669 ■ 
1-2-13670 
jl2-13752 
; 12-13^^3 f 
. .1^2-1 3 7&4^ - 
' 12-13765 . 
12- 1^857 

' i2.-13838 1 

1'2-13840 . 

12-138r41 

12-13958 

12-14051 

12-14051 

12-14052 

12-14054' • 
12-14055 

12-14100' , 
.i2-l:4ld2 
.'12-14103 

♦ 

fi2Tl4105 ■ 
12^14106^ 
• 12-14107 ' 

12- Ml a 

12-141.14 
■ ■12-14J.30* . 

12^.14 15 2 
'l2-14i53. 
, 12-i/tl57. - 

i:2-14;252. 
i.2T±43bl 

- Ii2-14^3d2 
, .12r.l4303. • 
' 1?-14304.- 
12^14305. 

12-14^311 



Oregon Dept of Educatlonr OR 

Nislfually Indian'. T^ribe-r WA v ^ 

Education Departinent -c Division of 

Financial .{lariagementr D.C. 

High Pbint'^Public^^Schobls V iNC • • 

University of Texas at^ Arlington, TX 

Resource Development* Institute r TX 

Resource Development Institute r- TX 

Blue -Hills Home QOrp. , MO 

Blue Hills Home Corp. , MO ' . * . 

Blue .Hills Home Corp, MO 

Biue Hills^ Home Corp.,. MO 

'National Center far Highfer Education r 

.CO" si : , . 

N6rth Colorado E(|ucation iBoai^d of 
Cooperative Services^ COL' • 
Ed.ucat.ion Comm. of the States , CO^ 
Educatipn Comm. <§f thC-^Jtates, CO* 
Idaho- State .Dept of ^^S^ca^ion, ID ' " ^ 
Capla Associates r NJ • »v ' / 
New YorK Institute for Education of ^ 
the ^^llndr NY ' g • < — • , 

New "York Institute^* for? Education bf 
the Bliridr .IJY- . ' ' 

Ne^w , Jersey Dapt of^^Edtrbationy NJ * . 
InstitutiB' for Educatlort'De^)^eiopnteatr ; 
NY ^ *T ; - . , ' 

Institute- of Modern; Pifdcedur^Sr VA " 
Jps eph. Er omk i n , • I nfi r. , D'. C. , - ' - 
Oj^pS^rtiyVi^ Ihaustriai Center of . . 
Aiperica i^j^h • • * . ' • , ; • ' \ . . 
Rehabilitation Groupr Inc. r Va' " 
iCFl^ncorporaitedr 'b.CJi'< ^ 
ICF Indorporated; b.C^-: . . \* * 
Virginia uhio.h University^ VA 
Develqpmeht^AssociateSr* inc.^ D.C 
Geo^rge 'Peabody Colleger. TN ^ ^ 
NTS' Research Corporation > NC . 
NTS ResearcluCcJrporationr NC *' 
Univ.er,sity of Kentucky Reser.ch. • 
Foundationir' KY-- • r j- .^ _ 
;Texiis 'Education Agency^^^ 
pes Mpiiies .Independent SchqaSsi v.. 
pist;rictr "lA \ y , 
Iowa Dept , of Pabiic lA$tructionr,* lA . 
lojja 'Pept pt^ $>ubiic instruc,tiqnr\-IA 
Iowa .bept%!bf ^Public Instruction r IA 
American ColJ.eg'e,. Testing t^rpgramr-... * 
tncL..r .JA„^:;\ ^ • , • .4:,..;V:^Jl. L 
Aijieri^an Xoileg'e Te^tt^ig- Prog'ram/ 

Inc: , ^lA ' * . : . : • ^\;,r\>\ ' 

. ' \ /; 53 ^ ' ' . . ' ; 



•12768/80 «. 
-62/^6/81 *' 

' 02/0 2/8 ir\ 
^ 02/04/8#- - 
01/26/81 
02/25/81 
03/26/81- 
01/23/80 ' 
01/23/80 . 
01/23/80. 
01/23/8*0 \ ^ 

.0 

12/15/80 ' . 

02/04/81 
03/17/81 ■ 
03/17/81 ' 
12/15/80 
11/26/80 , 

•,ll/26/8Q. , 

.ai726/8a"n'- 

01/22/81 

01/23/81 
11/26/80 i 
. . 11/26/80 , 

12/05/&b • . 

01/15/81' - 

01/06/81 . 
•01/22/81, ' 
"0 2/19/8 ir 
•. 0 3/26/8 1:»„„. 

li/26/8d. 

11/26/80^- 

.01/22/81 

03/26/81 . 
'03/11781 

• 01/22/81/ 

dl/23/81' 
7 01/23/81 

01/2'§/.81 

_Qi/MZ8L 

p3i/27/81 



■4- 



^4 
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Number 

f2-14350^ 

12-14352 
12-14400 

12-14401 

12-14402 

12-144^^^ 

12-14404 

12-^14405 . 

12-13395 

12-13881 



Auditee and State 

Utah Native American Consortium, 
Inc., CO . . 

University of Montana, -MT 
University of California ;,at Los 
Angeles, CA • 

.University of California at Los 
Angeles, CA 

Universi'ty of . California at Los 
Angeles, CA 

University. of California at Los 
Angeles, CA 

University of Califofnia at Los 
Angeles, CA 

^Berkeley Planning Asspciates, CA 
China Manpower Project, Inc., NY 
nisajjility Rights Education and 
Defense. Funds, CA 



Date Issued 

11/26/80 
,02/25/81 

11/26/80 ' 

01/05/81 

01/1)5/81 

01/05/81 

01/2.2/81 '. 

01/26/81 

02/04/81 

02/26/81 



Appendix 3 
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B.' Reports without. Findings 



Number 



Auditee and SJtate 



Date Issued 



02-10100 Montclair Board of Education, NJ ' 10/14/80 

02-11201 Fordham University, NY ^ 12/31/80 

0^-11202 Robert Fiance Hair Design Inst. , NY 12/31/80 

02-11203 Harcourt Brace Jovanovich, Inc. ,-NiY 01/16/81 

0^11204 Macmillion, Inc., NY \ 01/19/81 

02- 13000 Educationjept - Regibn II, NY 10/14/80 

03- 13000 LincolnXJoianty School District, WV 10/14/80 
03-14000 Applied Urbanetics, D.C. 10/02/80 
03-14007 Virginia Dept of Education - ' > . I 

. Vocational Education', VA 12/30/80 
12-13396, • Academy for Educational "Developmerit , 

Inc. , NY . - 02/04/81 

1-2-13438 Reading is Fundamental, Inc., D.C. " ,12/15/80 
12-13439 Pennsylvania HiOgher Education Assoc., 

.PA • 03/11/81 

12-13440 Education Turnkey Systems, Inc., iPA 02/04/81 
12-13441 American Coalition of Citizens 

Disabled, D.C. ~ " . 03/26/81 

12-13536 Barrier Free Environments, Inc., GA 02/10/81 
12-13577 Minnesota Dept of Economic Security, 

UJ/f 03/10/81 

12-13578 Ohio Department of Education, OH 03/18/81 
12-13667 Central Oklahoma Vocational arid 

Technical Schools, OK 02/04/81 

12-13839 National Ins^titute of Education, D.C. 03/17/81 

12-13956 Panhandle Child Development, Inc.,'lD , 12/15/80 

12-13957 Panhandle Child Development,, Inc., ID • 12/ 15/8^0 

^12-14053 Educational Testing Service, NJ 'Oi/22/81 

12-14056 Educational Testing Service, NJ ' 03/18/81 

12-14101 University of Virginia, VA 11/26/80 

12-14104- Systems 'Sciences^ Inc., MD 12/15/80 

12-14108 Practical Concept, Inc. , "VA 01/23/81 
12rl4109 Bureau of Social Science Research, 

Inc. , D.C. ' . 01/23/81 
12-14110 Bureau of Social Science Research, 

Inc. , D.C. ■ - Ql/22/81 

4111 Rehabilitation Group, Inc., VA ^ 02/25/81 

4151 Mississippi State University, MS 11/03/80 

4154 University of Miami, FL 02/25/81 

4155 Research Triangle Institute, NC 03/05/81 

4156 'Research Triangle l|istitate, NC 03/05/81 
4200 MacMurray College, IL . 11/26/80 
42,01 university, of Minnesota, MN 11/26/80 
4202 Illinois Wesleyan University, IL 12/05/80 
4-203 University. of Minnesota, MN • ^02/04/81 

4204 Northwesterii University, IL . ' ' 03/0.5/81 

4205 JUniversit^f Michigan, MI 03/n/.81 

4206 . "^University of Michigan, MI 03/26/81 
4250 Dfei^rdo. College, LA- ll/26/8t) 

' • ■ ^ » . . - 

^ .55 ' • ' ' \ 



12-1 
12-1 
12-1 
12-1 
12-1 
12-1 
12-1 

12r-l 

12-^1 
12-1 
12-1 
12-1 
12-1 
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Number 

12-14251 
,.l'2-1430O 
12-14306 
12-14307 
12-14308 
12-14309 

12-14310 
12-14351 
12-14353 

12-14354 
12-14450 
12-14451 
12-14452 



Auditee and State 

Tulane University, LA 

Native American Research Inst., KS 

CEMREL, Inc. , MO 

Midwest Research Institute, MD , • 
St. Louis University, MO 
American College Testing Program, 
Inc. > lA • 
Wichita State University, KS . 
Colorado School of Mines,. CO 
University of Colorado Health Science 
Center , CO. 

University of Colorado, Co 
University- of Oregon, OR 
Oregon State University, OR 
University of Washington, WA 



Date Issued 

, 03/11/81 
11/ /80 
01/26/81 
02/25/81 
03/06/81 

03/11/81 
03/27/81 ' 
11/26/80 

03/11/81^ 

0^/11/81 

03/18/81 

03/18/81 

03/11/81 



* U.S.G.P.O. 729-568/1302-2094 



■ } 



» 



